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E.OM 11652: N/A 
TAGS: EFIN, EALR, TU 

SUB J : CONTINUED DETERIORATION IN TURKEY'S BALANCE OF PAYMENTS 
AND FOREIGN EXCHANGE RESERVES 

REF: (A) ANKARA A-209, DECEMBER 9, 1974 (B) ANKARA 151 
(C) ANKARA A-6 

1. SUMMARY. TURKEY'S FOREIGN EXCHANGE RESERVES HAVE BEEN 
DRAWN DOWN HEAVILY FOR PAST SIX MONTHS. SENIOR OFFICIAL OF 
CENTRAL BANK HOPES EROSION OF RESERVES CAN BE HALTED IN NEXT FEW 
MONTHS BY CONBINATION OF TRADE AND PAYMENTS DEVELOPMENTS. END 
SUMMARY. 

2. TURKEY'S BALANCE OF TRADE HAS DETERIORATED SHARPLY SINCE 
MID- 1974 AND ITS FOREIGN EXCHANGE RESERVES HAVE BEEN DRAWN 
DOWN HEAVILY DURING PAST SIX MONTHS. RESERVES WHICH WERE 
$2.1 BILLION IN SEPTEMBER 1974 HAVE BEEN REDUCED, BY OVER ONE- 
THIRD, TO $1.35 BILLION BY EARLY MARCH. AT THIS LEVEL, TURKEY'S 
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RESERVES ARE EQUIVALENT TO LESS THAN FOUR MONTHS OF ITS PRO- 
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JECTED IMPORTS FOR 1975 ($4 BILLION) RECENT DETERIORATION IN 
TURKEY S PAYMENTS POSITION IS DUE PRINCIPALLY TO ADVERSE 
DEVELOPMENTS OF TRADE BALANCE. (SEE REFERENCES A. B, AND 
C.) DURING 1974 VOLUME AND PRICE OF IMPORTS SURGED WITH 
IMPORT VALUE UP 80 PERCENT, WHEREAS VOLUME OF EXPORTS APPAR- 
ENTLY DECLINED AND EXPORT VALUE ROSE BY ONLY 16 PERCENT. TRADE 
DEFICIT THUS RESULTED EQUIVALENT TO $2.2 BILLION -AS COMPARED TO 
$750 MILLION IN 1973). OUTLOOK FOR ANY IMMEDIATE IMPROVEMENT 
IN THIS SITUATION HAS NOT BEEN ENCOURAGING. 

3. ECONOMIC COMMERCIAL COUNSELOR MARCH 18 ASKED NACI 
TIBET, DEPUTY GOVERNOR OF CENTRAL BANK, ABOUT MEASURES GOT 
MAY BE TAKING OR CONTEMPLATING TO DEAL WITH SHARP DECLINE IN 
TURKEY'S FOREIGN EXCHANGE RESERVES AND WHETHER ANY IMPROVE- 
MENT IS FORESEEN IN NEAR FUTURE. TIBET SAID GOT HOPES THAT A 
NUMBER OF FACTORS WILL OPERATE SO AS TO HALT DRAWDOWN OF TURKEY'S 
RESERVES IN NEAR FUTURE. BY END OF 1975, IT IS HOPED THAT DROP 

IN RESERVES DURING YEAR WILL AMOUNT TO ONLY ABOUT $400 MILLION 
(THE APPROXIMATE AMOUNT BY WHICH RESERVES FELL DURING 1974). 

BY END OF MAY. IT SHOULD BE MUCH CLEARER WHETHER THESE EXPECTA- 
TIONS ARE LIKELY TO BE BORNE OUT. 

4. TIBET OUTLINED FOLLOWING FACTORS WHICH ARE EXPECTED TO SHORE 
UP TURKEY'S BALANCE OF PAYMENTS IN MONTHS AHEAD. 

A. GOT HAS NEARLY COMPLETED ARRANGEMENTS TO DRAW APPROXI- 
MATELY $45 MILLION AGAINST ITS "GOLD TRANCHE" AT IMF AND TO 
BORROW ABOUT $120 MILLION UNDER IMF PETROLEUM FACILITY. 

B. SELECTED TURKISH BANKS HAVE RECENTLY BEEN AUTHORIZED TO 

HOLD BALANCES AND DEAL IN FOREIGN EXCHANGE AND TO MAINTAIN FOREIGN 
EXCHANGE ACCOUNTS FOR FOREIGN AND CERTAIN TURKISH NATIONALS (I.E., 
MIGRANT WORKERS). IT IS HOPED THAT THIS WILL ATTRACT AN INFLOW OF 
FOREIGN CAPITAL. 

C. TURKEY HAS BEEN HAVING DISCUSSIONS WITH CERTAIN OIL PRO- 
DUCING COUNTRIES, I.E., IRAQ, IRAN. AND LIBYA. FROM WHICH IT 
EXPECTS TO GET A NUMBER OF BENEFITS. THESE INCLUDE CREDIT 
ARRANGEMENTS TO COVER MUCH OF TURKEY'S IMPORTS OF PETROLEUM, 
EXPORT OPPORTUNITIES FOR TURKISH PRODUCTS; LOANS TO FINANCE PRO- 
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CRAMMED DEVELOPMENTAL PROTECTS IN TURKEY; AND EMPLOYMENT 
OF TURKISH CONTRACTORS AND WORKERS IN THOSE COUNTRIES. 

D. TURKEY'S EXPORTS OF COTTON AND SOME OTHER COMMODITIES 
(HAZELNUTS) SUFFERED IN 1974 BECAUSE DOMESTIC SUPPORT PRICES 
WERE HIGHER THAN INTERNATIONAL MARKET PRICES. MEANS OF 
RECOVERING EXPORT MARKETS FOR THESE ITEMS ARE NOW BEING 
STUDIED, POSSIBLY WITH GOT ABSORBING ANY LOSSES BETWEEN 
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DOMESTIC AND EXPORT PRICES. 

E. OTHER EFFORTS TO EXPAND EXPORTS ARE BEING STUDIED. 

(TIBET DID NOT SPECIFY WHICH ITEMS OR HOW THIS MIGHT BE DONE.) 

*. QUITE POSSIBLY THE SURGE IN TURKEY'S IMPORTS WILL BE 
CHECKED SOON. A CAREFUL STUDY OF TRADE DATA SHOWS THAT 
BETWEEN JANUARY 1 AND MARCH 10, 1975, TURKEY'S IMPORTS 
TOTALLED $800 MILLION, WHEREAS VALUE OF SUCH IMPORTS DURING 
CORRESPONDING PERIOD OF 1974 WAS ONLY ABOUT $440 MILLION, OR 
ABOUT HALF THE CURRENT YEAR'S RATE. PRICES OF MANY OF THE 
COMMODITIES ARE IN FACT LOWER DURING 1975, THEREFORE VOLUME 
OF IMPORTS THUS FAR THIS YEAR IS MORE THAN DOUBLE VOLUME LAST 
YEAR. THIS SUGGESTS THAT THERE WILL BE SURPLUS OF COMMODITIES 
VIS-A-VIS DOMESTIC REQUIREMENTS IN NEXT FEW MONTHS AND THAT 
IMPORTS MAY DECLINE CORRESPONDINGLY. 

5. WITH REGARD TO SEVERAL OTHER MEANS OF DEALING WITH WORSEN- 
ING TRADE AND PAYMENTS SITUATION, TIBET SAID THEY ARE NOT RPT 
NOT EXPECTED TO BE ADOPTED IN NEAR FUTURE. TIGHTENING OF IMPORT 
QUOTAS OR FURTHER RESTRICTIONS ON IMPORTS ARE NOT RPT NOT 
DESIRABLE. TURKEY'S IMPORTS ARE MAINLY OF CAPITAL GOODS FOR 
DEVELOPMENT AND RAW AND SEMI-PROCESSED GOODS FOR DOMESTIC 
INDUSTRIES. TO RESTRICT THESE WOULD ADVERSELY AFFECT TURKISH 
EMPLOYMENT AND ECONOMIC ACTIVITY NOW AND IN FUTURE. 
DEVALUATION IS LIKEWISE NOT RPT NOT A PROMISING SOLUTION. FOR 
REASON JUST GIVEN DEVALUATION WOULD HAVE LITTLE EFFECT ON 
TURKEY'S IMPORTS WHICH ARE VIRTUALLY ALL ESSENTIAL FOR DEVELOP- 
MENT AND DOMESTIC PRODUCTION. ON EXPORT SIDE DEVALUATION 
(ALTHOUGH IT WOULD LOWER TURKISH PRICES) WOULD NOT ADD TO 
DEMAND FOR TURKEY'S MAIN EXPORTS. HOWEVER, GOT MIGHT HAVE 

TO DO SOMETHING TO REDUCE PRICE OF DOMESTIC COTTON SO IT COULD 
BE EXPORTED. MOREOVER, SAID TIBET, DEVALUATION OF THE TURKEISH 
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LIRA WOULD REQUIRE AN EXTREMELY DIFFICULT POLITICAL DECISION. IT 
IS MOST UNLIKELY THAT SUCH DECISION COULD BE TAKEN IN PRESENT 
GOVERNMENT UNCERTAINTY AND UNTIL A STRONGLY BASED GOVERNMENT 
CAN BE FOUND. 

6. EMBASSY COMMENT. TIBET'S COMMENTS INDICATE THAT RESPONS- 
IBLE TURKISH AUTHORITIES ARE GIVING CAREFUL ATTENTION TO SHARP 
DECLINE OF FOREIGN EXCHANGE RESERVES DURING PAST SIX MONTHS. 
DRAWINGS AND BORROWINGS FROM IMF SHOULD PROVIDE SOME 
TEMPORARY AND FAIRLY IMMEDIATE RELIEF. IF GOT'S ANALYSIS OF 
IMPORT DEMAND (PARAGRAPH 4F ABOVE) IS CORRECT, DRAWDOWN OF 
RESERVES MAY BE FURTHER CHECKED IN NEXT FEW MONTHS. NEVER- 
THELESS, IT DOES NOT RPT NOT SEEM LIKELY THAT OTHER FACTORS 
MENTIONED ABOVE WILL OPERATE FAST ENOUGH OR PROVIDE SUFFICIENT 
OFFSETS TO PREVENT FURTHER DECLINE IN TURKEY'S RESERVES BY THE 
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END OF THE YEAR. 

MACOMBER 
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